Report of the auditor-general to the Mpumalanga Provincial 
Legislature and the council on the Dr Pixley Ka Isaka Seme Local 
Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Dr Pixley Ka Isaka Seme Local 
Municipality set out on pages xx to xx, which comprise the statement of financial position 
as at 30 June 2019, the statement of financial performance, statement of changes in net 
assets, cash flow statement and statement of comparison of budget and actual amounts 
for the year then ended, as well as the notes to the financial statements, including a 
summary of significant accounting policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of 
the significance of the matters described in the basis for disclaimer of opinion section of 
this auditor’s report, I was unable to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Property, plant and equipment 

3. I was unable to obtain sufficient and appropriate audit evidence for property, plant and 
equipment, due to the underlying supporting schedules not agreeing to the reported 
amounts as well as assets that could not be physically verified. I was unable to confirm 
the balance by alternative means. In addition, the municipality did not recognise all items 
of property, plant and equipment in accordance with GRAP 17, Property, plant and 
equipment. Library books transferred from the Mpumalanga Department of Culture, 

Sport and Recreation were not recognised by the municipality. This resulted in property, 
plant and equipment as well as public contributions and donations being understated by 
R9 million. 

4. Consequently, I was unable to determine whether any adjustments were necessary to 
property, plant and equipment stated at R902,7 million (2017-18: R786.7 million) in 
note 4 and depreciation and amortisation stated at R80 million (2017-18: R41,7 million) 
in note 32 to the financial statements. Additionally, there was an impact on the surplus 
for the year and on the accumulated surplus. 




Cash and cash equivalents 

5. I was unable to obtain sufficient appropriate audit evidence for cash and cash 
equivalents, due to the underlying supporting schedules not agreeing to the reported 
amounts. I was unable to confirm the balance by alternative means. Consequently, I was 
unable to determine whether any adjustments were necessary to cash and cash 
equivalents stated at R142,6 million in note 13 to the financial statements. 

Receivables from exchange and non-exchange transactions 

6. I was unable to obtain sufficient appropriate audit evidence for receivables from 
exchange and non-exchange transactions, due to the underlying supporting schedules 
not agreeing to the reported amounts. I was unable to confirm the balances by 
alternative means. Consequently, I was unable to determine whether any adjustments 
were necessary to receivables from exchange transactions stated at R21,7 million in 
note 10, receivables from non-exchange transactions stated at R15,7 million in note 11, 
interest charged on trade and other receivables stated at R32,7 million in note 27, and 
debt impairment stated at R13,3 million in note 34 to the financial statements. 

Payables from exchange transactions 

7. I was unable to obtain sufficient appropriate audit evidence for trade payables, 
retentions and unallocated deposits, due to the underlying supporting schedules not 
agreeing to the reported amounts as well as a lack of adequate supporting evidence. I 
was unable to confirm the balances by alternative means. Consequently, I was unable to 
determine whether any adjustments were necessary to payables from exchange 
transactions stated at R126,4 million in note 17 to the financial statements. 

Employee related costs 

8. I was unable to obtain sufficient appropriate audit evidence for basic, bonus, medical aid 
- company contributions, defined contribution plans and overtime payments due to the 
underlying supporting schedules not agreeing to the reported amounts. I was unable to 
confirm the balances by alternative means. Consequently, I was unable to determine 
whether any adjustments were necessary to employee related costs stated at 

R85,8 million in note 30 to the financial statements. 

Prior-year adjustments 

9. I was unable to obtain sufficient appropriate audit evidence for the correction of errors 
relating to investment property and the accumulated surplus and reclassifications in 
respect of property, plant and equipment. As described in note 43 to the financial 
statements, the restatement was made to rectify prior year errors and reclassifications, 
but these could not be substantiated by supporting audit evidence. I was unable to 
confirm the corrections and restatements by alternative means. Consequently, I was 
unable to determine whether any adjustments were necessary to corrections of errors 
and reclassifications disclosed in note 43 to the financial statements. 


Irregular expenditure 

10. The municipality did not have adequate systems to identify and disclose all irregular 
expenditure incurred during the year, as required by section 125(2)(d) of the MFMA. The 
irregular expenditure disclosed in note 45 to the financial statements was understated. 
Due to the lack of systems, it was impracticable to determine the full extent of the 
understatement of the irregular expenditure. Consequently, I was unable to determine 
the adjustment required to the irregular expenditure of R6,4 million, disclosed in note 45 
to the financial statements. 

Contingencies 

11. The municipality did not disclose all instances meeting the definition of a contingent 
liability in accordance with GRAP 19, Provisions, contingent liabilities and contingent 
assets. Not all litigation in respect of which the municipality is a defendant was disclosed 
in the financial statements. Consequently, contingent liabilities was understated by 
R26,6 million (2017-18: R10,1 million). 

Financial instruments 

12. The municipality did not disclose financial instruments in accordance with GRAP 104, 
Financial instruments. The information that enables users of the financial statements to 
evaluate the nature and extent of risks arising from financial instruments to which the 
municipality is exposed at the end of the reporting period, was not disclosed. I have not 
included the omitted information in this auditor’s report as it was impracticable to do so. 

Cash flow statement 

13.1 was unable to satisfy myself as to the completeness and accuracy of the cash flow 
information, due to numerous items contributing to the disclaimer of opinion that affected 
the statement of financial position and performance. Consequently, the cash flow 
statement was misstated. 

Statement of comparison of budget and actual amounts 

14. The municipality did not disclose the statement of comparison of budget and actual 
amounts in accordance with GRAP 24, Presentation of budget information in financial 
statements. The final budget figures disclosed in the financial statements did not agree 
to the final approved budget for the following items: 

® Service charges overstated by R47,9 million 

• Debt impairment understated by R77 million 

• Bulk purchases understated by R70,3 million 

• Contracted services understated by R16,1 million 



15. In addition, the transfers and subsidies expenditure item included in the approved 
budget at R6,7 million was omitted from the statement of comparison of budget and 
actual amounts disclosed in the financial statements. 

Emphasis of matter 

16. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Material losses - water 

17. As disclosed in note 46 to the financial statements, material water losses were incurred 
as a result of water distribution losses, which represented 61% (2017-18: 29%) of the 
total water purchased. 

Other matter 

18. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited disclosure note 

19. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA in the financial statements. This disclosure 
requirement did not form part of the audit of the financial statements and, accordingly, I 
do not express an opinion on it. 

Responsibilities of the accounting officer for the financial statements 

20. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2018 (Act No. 1 of 2018) (Dora), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

21. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, 
matters relating to going concern and using the going concern basis of accounting 
unless the appropriate governance structure either intends to liquidate the municipality 
or to cease operations, or has no realistic alternative but to do so. 


Auditor-general’s responsibilities for the audit of the financial statements 

22. My responsibility is to conduct an audit of the financial statements in accordance with 
the International Standards on Auditing and to issue an auditor’s report. However, 
because of the matters described in the basis for disclaimer of opinion section of this 
auditor’s report, I was unable to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion on these financial statements. 

23. I am independent of the municipality in accordance with sections 290 and 291 of the 
International Ethics Standards Board for Accountants’ Code of ethics for professional 
accountants and parts 1 and 3 of the International Ethics Standards Board for 
Accountants’ International code of ethics for professional accountants (including 
International Independence Standards) (IESBA codes) as well as the ethical 
requirements that are relevant to my audit in South Africa. I have fulfilled my other 
ethical responsibilities in accordance with these requirements and the IESBA codes. 


Report on the audit of the annual performance report 


Introduction and scope 

24. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
the selected development priority presented in the annual performance report. I 
performed procedures to identify findings but not to gather evidence to express 
assurance. 

25. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not evaluated 
the completeness and appropriateness of the performance indicators included in the 
planning documents. My procedures also did not extend to any disclosures or assertions 
relating to planned performance strategies and information in respect of future periods 
that may be included as part of the reported performance information. Accordingly, my 
findings do not extend to these matters. 

26. I evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development 
priority presented in the annual performance report of the municipality for the year ended 
30 June 2019: 


Development priority 

Pages in the annual 
performance report 

KPA 2 - basic service delivery 

xx - XX 






27. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved 
performance planning documents. I performed further procedures to determine whether 
the indicators and related targets were measurable and relevant, and assessed the 
reliability of the reported performance information to determine whether it was valid, 
accurate and complete. 

28. The material findings in respect of the usefulness and reliability of the selected 
development priority are as follows: 

KPA 2 - basic service delivery 

Various indicators 

29. The reported achievements were not consistent with the planned targets for the following 
indicators: 


Indicator description 

Planned target 

Reported achievement 

Number of waste loads collected per 
admin unit (except Daggakraal) 

A total of 960 waste loads 
to be collected per quarter 
in all admin units using 
trucks 

1 819 waste loads 
collected 

Number of cemetery sites maintained 
in all administration units 

64 x cemetery sites 
maintained per quarter in all 
admin. Units (Volksrust, 
Amersfoort, Wakkerstroom, 
Perdekop and Daggakraal) 

16 x cemetery sites 
maintained once per 
quarter in all Admin. Units 
= 72 cemetery sites 
maintained per annum 


Number of households to be electrified (infls and bulk reticulation) in Vukuzakhe 
Ward 1 (phase 4) 

30. I was unable to obtain sufficient appropriate audit evidence for the reported achievement 
of the target of 183 Households electrified (infls) in Vukuzakhe, Ward 1 as per the list of 
households. This was due to supporting audit evidence not being provided. I was unable 
to confirm the reported achievement by alternative means. Consequently, I was unable 
to determine whether any adjustments were required to the achievement of 183 as 
reported in the annual performance report. 







Various indicators 


31. The municipality did not have an adequate record-keeping system to enable reliable 
reporting on the achievement of the indicators listed below. As a result, I was unable to 
obtain sufficient appropriate audit evidence in some instances; while in other cases, the 
supporting evidence provided did not agree to the reported achievements. Based on the 
supporting evidence that was provided, the achievement of these indicators was 
different to the reported achievement in the annual performance report. I was also 
unable to further confirm the reported achievements by alternative means. 

Consequently, I was unable to determine whether any further adjustments were required 
to the reported achievements of the indicators listed below: 


Indicator description 

Reported 

achievement 

Audited 

value 

Number of toilet top structures erected in Daggakraal Ward 10 

67 

79 

Number of toilet top structures erected in Daggakraal Ward 11 

67 

164 

Number of households to be electrified (infls and bulk reticulation 
) in Vukuzakhe Ward 3 (phase 4) 

166 

335 

Number of households to be electrified (infls and bulk reticulation 
) in Vukuzakhe Ward 11 (phase 4) 

96 

179 


Various indicators 

32. The reported achievement in the annual performance report did not agree to the 
supporting evidence provided for the indicators listed below: 


indicator description 

Planned target 

Reported 

achievement 

Audited 

value 

Number of house connections for sewer 
reticulation in Ward 3 (sewer) 

181 

181 

24 

Number of water samples to be collected 

600 

678 

815 


Other matter 

33. I draw attention to the matter below. 

Achievement of planned targets 

34. Refer to the annual performance report on pages xx to xx for information on the 
achievement of planned targets for the year. This information should be considered in 
the context of the material findings on the usefulness and reliability of the reported 
performance information in paragraphs 29 to 32 of this report. 
















Report on the audit of compliance with legislation 


Introduction and scope 

35. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

36. The material findings on compliance with specific matters in key legislation are as 
follows: 

Annual financial statements 

37. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122(1) of the MFMA. Material 
misstatements of liabilities, revenue and expenditure identified by the auditors in the 
submitted financial statements were subsequently corrected and the supporting records 
provided, but the uncorrected material misstatements and supporting records that could 
not be provided resulted in the financial statements receiving a disclaimer of audit 
opinion. 

Asset management 

38. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Procurement and contract management 

39. Quotations were accepted from bidders who did not submit a declaration on whether 
they are employed by the state or connected to any person employed by the state, as 
required by supply chain management regulation 13(c). 

40. Some of the construction contracts were awarded to contractors that did not qualify for 
the contract in accordance with Construction Industry Development Board regulations 17 
and 25(7A). 


Other information 


41. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not 
include the financial statements, the auditor’s report and the selected development 
priority presented in the annual performance report that has been specifically reported in 
this auditor’s report. 




42. My opinion on the financial statements and findings on the reported performance 
information and compliance with legislation do not cover the other information and I do 
not express an audit opinion or any form of assurance conclusion thereon. 

43. In connection with my audit, my responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the 
financial statements and the selected development priority presented in the annual 
performance report, or my knowledge obtained in the audit, or otherwise appears to be 
materially misstated. 

44. As a result of the disclaimer of opinion expressed on the financial statements, I do not 
conclude on material misstatements of the other information relating to the financial 
statements. If, based on the work I have performed relating to the audit of performance 
information and compliance with legislation, I conclude that there is a material 
misstatement of this other information, I am required to report that fact. 

45. I have nothing to report in this regard. 


Internal control deficiencies 


46. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance on it. The matters reported below 
are limited to the significant internal control deficiencies that resulted in the basis for the 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 

47. The leadership did not adequately monitor financial reporting, reporting on performance 
information and compliance with laws and regulations, resulting in material 
misstatements and non-compliance only being identified during the audit process. 

48. The municipality did not prepare regular, accurate and complete financial reports that 
were supported and evidenced by reliable information. Management at the appropriate 
level did not ensure that compliance with applicable laws and regulations was 
adequately reviewed and monitored throughout the year. 


Other reports 


49. I draw attention to the following engagements conducted by various parties that had, or 
could have, an impact on the matters reported in the municipality’s financial statements, 
reported performance information, compliance with applicable legislation and other 
related matters. These reports did not form part of my opinion on the financial 
statements or my findings on the reported performance information or compliance with 
legislation. 




50. At the time of this report, there was an ongoing internal investigation into allegations of 
fraud and procurement irregularities. The investigation was in progress and the expected 
date of the outcome is unknown. 


Audit- 

Mbombela 
6 December 2019 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 


